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Dear Mr I.W.J Stadhouer 

Report of the Auditor-General on the flnanciat statements and other legal and regulatory 

requirements of Siyancuma Local Municipality for the year ended 30 June 2012. 

1 . The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 1 21 (3) of the Municipal Finance 
Management Act of South Africa (MFMA). 

2. We have not yet received the other information that will be included in the annual report with 
the audited financial statements and have thus not been able to establish whether there are 
any inconsistencies between this information and the audited financial statements and the 
reported performance against pre-determined objectives. You are requested to supply this 
information as soon as possible. Once this information is received it will be read and should 
any inconsistencies be identified these will be communicated to you and you will be 
requested to make the necessary corrections. Should the corrections not be made we will 
amend and reissue the audit report. 

3. In terms of section 1 21 (3) of the MFMA you are required to include the audit report in the 
municipality’s annual report to be tabled. 

4. Until the annual report is tabled as required by section 127(2) of the MFMA the audit report 
is not a public document and should therefore be treated as confidential. 

5. Prior to printing or copying the annual report which will include the audit report you are 
required to do the following; 

e Submit the final printer's proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confirmation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

e The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 
the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 
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6. Please notify the undersigned Senior Manager well in advance of the date on which the 
annua! report containing this audit report will be tabled. 

7. Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 

Yours sincerely 

Signed 



Victor Bakaii: NCBU 

Enquiries: Senzo Mthembu 
Telephone: (053) 831 1016 

Fax: (053) 833 3233 
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REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE LEGISLATURE AND 

THE COUNCIL OF THE SIYANCUMA LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the financial statements of the Siyancuma Local Municipality set out on 
pages xx to xx. which comprise the statement of financial position as at 30 June 2012, 
the statement of financial performance, statement of changes in net assets and the 
cash flow statement for the year then ended, and the notes, comprising a summary of 
significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practise (SA Standards of GRAP) and the requirements of 
the Municipal Finance Management Act of South Africa, 2003 (Act No 56 of 2003) 
(MFMA) and Division of Revenue Act of South Africa, 201 1 (Act No.6 of 201 1 ) (DoRA), 
and for such internal control as the accounting officer determines is necessary to 
enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on 
conducting the audit In accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the General Notice issued in terms thereof and International 
Standards on Auditing, Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 


Revenue from non-exchange transactions 

4. I was unable to obtain appropriate audit evidence regarding revenue from non- 
exchange transactions of R49 685 781 (2011; R50 135 944) in the statement of 

financial performance. 

(a) Sufficient appropriate audit evidence was not submitted for grant revenue 
recognised to the amount of R2 361 308(2011; R115 923). 

(b) Conditional grant agreements were not submitted for audit purposes. ! could 
therefore not verify if the grant conditions were met for revenue recognised 
amounting to R87 199. 

(c) Sufficient appropriate audit evidence could not be submitted for contributed 
property, plant and equipment (Donations received) to the amount of R1 671 477 
recorded in the financial statements. 

(d) Sufficient appropriate audit evidence could not be submitted for debit journal 
entries to the amount of R5 080 664 and credit journal entries to the amount of R5 
107 877 recorded against grant revenue in the prior year. 

(e) No property register Is kept to monitor completeness of improvements on the 
valuation roll which can result In property rates revenue not being complete based 
on rates charged on incorrect values of the properties. 

(f) Sufficient appropriate audit evidence supporting the sub-divisions and rezoning of 
erven could not be obtained which can result in property rates being misstated. 



(g) The value of municipal properties according to the Rate levy run differed with the 
value of municipal properties as per the listing provided by the municipality by an 
amount of R48 750 500. The difference could not be explained and no 
reconciliation was performed. Sufficient appropriate audit evidence for the 
difference of R411 174 (2011: R58 321) between the Rate Levy Run and the 
amount recorded in the annual financial statements for property rate income could 
not be obtained. 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to revenue from non-exchange transactions in the financial 
statements was necessary. 

5. Erven to the value of R989 000 were incorrectly classified as municipal property and not 
as residential property. As a result the valuation roll of the municipality may not be 
complete, which could result in a misstatement of property rates revenue. 

Revenue from exchange transactions (including other income) 

6. I was unable to obtain sufficient appropriate audit evidence regarding revenue from 
exchange transactions disclosed as R33 593 394 (2011: R35 519 641) in the 
statement of financial performance. 

(a) Sufficient appropriate audit evidence could not be submitted for rental income 
received to the amount of R210 322. 

(b) Sufficient appropriate audit evidence was not submitted for credit journals to an 
amount of R33 005 079 recorded to revenue from exchange transactions. 

(c) A listing of all receipts issued during the year for all cashiers could not be 
submitted for audit purposes. I could therefore not verify the completeness and the 
valuation of revenue and debtors respectively. 

(d) The contract clarifying the agreement between the municipality and the Post 
Office for the collection of revenue on behalf of the municipality could not be 
submitted for audit purposes. Sufficient appropriate audit evidence could not be 
submitted for audit purposes for all revenue collected on behalf of the municipality, 
by the Post Office. 

(e) Sufficient appropriate audit evidence could not be submitted for other income 
amounting to R R310 433. 

(f) Sufficient appropriate audit evidence could not be submitted for interest accrued 
amounting to R399 005 on investments. 

(g) Sufficient appropriate audit evidence (meter reading books for both water and 
electricity services as well as the billing history for sewage and refuse removal) 
were not submitted for audit purposes to substantiate service charges recognised. 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to revenue from exchange transactions in the financial 
statements was necessary. 

7. Interest accrued on consumer receivables were not levied in accordance with the Debt 
collection policy of the municipality. This resulted in the understatement of interest and 
receivables respectively by an amount of R30 961. 

Long-term liabilities 

8. I was unable to obtain sufficient appropriate audit evidence regarding long term 
liabilities of R4 077 564 (2011: R3 067 420), as disclosed in note 2 to the financial 
statements 



(a) Sufficient appropriate supporting documentation was not submitted to verify the 
amounts outstanding as at year end nor was the loan agreements submitted for 
loans from the Development Bank of South Africa (DBSA) to the amount of R356 

379.. 

Alternative procedures could either not be performed. Consequently I was unable to 

determine whether any adjustment relating to long-term liabilities in the financial statements 

was necessary. 

9. The capital amount outstanding and the interest accrued as per the long term loan 
confirmations differs to the capital amount recognised in the financial records of the 
municipality This resulted in the understatement of long term liabilities and interest 
paid with an amount of R85 190 The corresponding accounts over or understated 
could not be determined, 

10. The short term portion of long term liabilities was incorrectly calculated. This resulted 
in the overstatement of the current portion and the understatement of the non-current 
portion to the amount of R101 982. 

1 1 . Differences were identified between the present value of finance leases as per note 2 
to the financial statements and the recalculated amounts. The differences are due to 
VAT being incorrectly included in the calculation of the loan amortisation schedules. 
This resulted in the overstatement of the finance lease liability by an amount of R123 
457 (201 1 ; R87 126). The corresponding accounts over or under stated could not be 
determined. 

1 2. The details of any defaults during the year of loans payable, the carrying amount of the 
loans and loans payable in default at the end of the reporting period and whether the 
default was remedied, or the terms of the loans payable were renegotiated, before the 
financial statements were authorized for issue was not disclosed in accordance with 
the Standard of Generally Recognized Accounting Practice. GRAP 17. Property, plant 
and equipment. 

1 3. Standards of Generally Recognized Accounting Practice of GRAP 2, Cash flow 
statements states that investing and financing transactions that do not require the use 
of cash or cash equivalents shall be excluded from a cash flow statement. Such 
transactions shall be disclosed elsewhere in the financial statements in a way that 
provides all the relevant information about these investing and financing activities. The 
cash flow movement related to changes in long term loans, classified as financing 
activities, did not agree to the payments made during the year. 

Property, plant and equipment 

14. I was unable to obtain sufficient appropriate audit evidence regarding of property, plant 
and equipment of R278 980 815 (2011: R278 574 292), as disclosed in note 10 to the 
financial statements. 

(a) Title deeds were not submitted for land and buildings to an amount of R989 000 
and for title deeds submitted land and buildings to the value of R500 644 could not 
be traced to the title deed information submitted. I was thus unable to confirm the 
ownership of these land and buildings. 

(b) Two hundred and thirty one assets selected during the physical verification could 
not be traced to the fixed asset register. The carrying amount of the assets could 
not be determined. 



(c) Sufficient appropriate audit evidence could not be submitted for audit purposes 
that the useful lives of buildings were reviewed at year end and how the condition 
assessment assumption was applied for the caiculation of depreciation and 
impairment of property, plant and equipment. This might result in incorrect 
valuation of property, plant and equipment and depreciation and impairment not 
being accurate. 

(d) Sufficient appropriate audit evidence to verify the classification of repairs and 
maintenance transactions to the amount of R913 310 were not submitted for audit 
purposes. 

(e) Debit journals entries to the amount of R6 636 903 were passed to record 
adjustments to assets for which sufficient appropriate audit evidence confirming 
the calculation and reason for the journal entries were not submitted. 

(f) Sufficient appropriate audit evidence to support the deemed cost of donated 
assets amounting to R1 671 477 were not submitted for audit purposes. 

(g) Leased assets to the carrying value of R139 578 (2011: unknown) and other 
property, plant and equipment with a carrying value of R67 612 297 could not be 
physically verified. Contracts for all leased asset could not be submitted for audit 
purposes. 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to property, plant and equipment in the financial statements 
was necessary. 

15. The amounts recorded in the financial statements, related to property, plant and 
equipment were restated for the 2008/2009 and 2009/2010 financial years. Sufficient 
appropriate audit evidence were not submitted for the restated amounts, to the value 
of R278 066 385. As a result, no reliance could be placed on the opening balances for 
the years 2009/2010 and 2008/2009. Furthermore, we could not obtain sufficient 
appropriate audit evidence for the unexplained difference amounting to R8 340 310 
between the asset register and the amount disclosed in note 5 of the prior year's 
financial statements. 

16. Management did not submit sufficient appropriate supporting documentation as to how 
the impairment of assets were assessed or calculated as required by in accordance 
with Standard of Generally Recognised Accounting Practive, GRAP 26, Impairment of 
cash-generating assets and GRAP21, impairment of non-cash-generating assets 

17. Land amounting to R960 723 identified on the valuation roll as municipal land could 
not be traced to the fixed asset register. 

Unpaid conditional government grants and receipts 

18. I was unable to obtain sufficient appropriate audit evidence regarding unpaid 
conditional government grants of R3 665 600 (2011: R3 717 416), as disclosed in note 
8 to the financial statements. 

19. The entity did not disclose whether or not the municipality complied with the conditions 
attached to the grants and allocations as required by section 123{1)(d) of the MFMA 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to unpaid conditional government grants and receipts in the 
financial statements was necessary. 



Investment Property 

20. The municipality leased land to third parties, however the land rented out could not be 
traced to the investment property register. Furthermore, due to a lack of supporting 
documents the value of the land could not be determined resulting in the 
understatement of investment property by an unknown amount. The corresponding 
account under or over stated could not be determined as required in accordance with 
Standard of Generally Recognized Accounting Practice, GRAP 16, Investment Property. 

21 . Standards of Generally Recognised Accounting Practice GRAP 16, Investment 
property states the following: An entity shall disclose the amounts recognised in surplus 
or deficit for rental revenue from investment property, direct operating expenses 
(including repairs and maintenance) arising from investment property that generated 
rental revenue during the period; and direct operating expenses (including repairs and 
maintenance) arising from investment property that did not generate rental revenue 
during the period. Contrary to this the required disclosure was omitted in the financial 
statements. 

Non-current provisions 

22. I was unable to obtain sufficient appropriate audit evidence regarding non-current 
provision of R4 947 449 (2011: R4 711 856), as disclosed in note 4 to the financial 
statements to confirm the reasonableness of the assumptions used for determining the 
size of the landfill site, This is mainly due to the landfill site not having a boundary. 

23. Mining grounds were identified for which no provision was made for the rehabilitation 
costs. Non-current provisions are thus understated by an unknown amount. The 
corresponding account under or over stated could not be determined. 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to non-current provisions in the financiai statements was 
necessary. 

24. No disclosure was made of the nature for a prior period error adjustment and the 
expected timing of any resulting outflows of economic benefits or service potential of 
provisions recoded for non-current provisions in accordance with Standard of 
Generally Recognized Accounting Practice, RAP 3, Accounting policies, changes in 
accounting estimates and errors, that state that an entity shall disclose the nature of 
the prior period error for each prior period presented, to the extent practicable and the 
amount of the correction for each financial statement line item affected. . 

Payables from exchange transactions 

25. I was unable to obtain sufficient appropriate audit evidence regarding payabies from 
exchange transactions amounting to R4 542 218 (2011: R3 625 492), as disclosed in 
note 7 to the financial statements. 

(a) Sufficient appropriate audit evidence could not be obtained for payments 
amounting to R24 089 834 made after year end to confirm if these transactions 
were recorded in the correct financial year. 

Alternative procedures could not be perfonned. Consequently I was unable to determine 
whether any adjustment reiating to payables from exchange transactions in the financial 
statements was necessary. 



26. Payables identified at year end could not be traced to the accrual listing of the 
municipality and payables and expenditure are thus respectively understated with an 
amount of R1 055 91 0 {201 1 : R30 473). 

27. Payables identified during the year could not be traced to the prior year accrual listing 
of the municipality and expenditure and VAT Receivable are thus overstated and 
retained earnings understated by R96 366, R13 149 and R109 515 respectively. The 
net effect in the prior year results in an understatement of expenditure and VAT 
receivable and account payable with the R96 366, R13 149 and R109 515 respectively 


28. Payables recorded on the accrual listing of the prior year did not agree to the amount 
as per creditor statement at that date and expenditure and payables are understated 
by R424 594. 

Employee related cost 

29. i was unable to obtain sufficient appropriate audit evidence regarding employee cost 
amounting to R28 374 719 (2011; R20 812 589) disclosed in note 26 and remuneration 
of councilors to R2 322 056 (2011: R1 933 217) disclosed in note 27 to the financial 
statements. 

(a) Employment contracts, pay-slips, appointment letters, timesheets, approved 
deductions, clock cards or attendance registers were not submitted for salaries 
and wages amounting to R2 196 154 (2011: R214 479) 

(b) Sufficient appropriate audit evidence for debit journal entries to the amount of R99 
950 and credit journal entries to the amount of R856 428 recorded against 
employee cost could not be submitted for audit purposes. Sufficient appropriate 
audit evidence for third party payments amounting to R138 745 could not be 
submitted for audit purposes. 

(c) Sufficient appropriate audit evidence could not be submitted for the difference 
between the summary of the councilors’ pay-slips and the disclosure note to the 
financial statements, An unexplained difference of R93 307 was identified 
between the amount per the disclosure note to the financial statements and the 
summary of pay-slips. 

Alternative procedures could not be performed. Consequently I was unable to determine 

whether any adjustment relating to employee related cost in the financial statements was 

necessary. 

30. Payments were made to the Office of the Compensation Commissioner relating to the 
prior year’s assessment. This resulted in the overstatement of employee related costs, 
and overstatement of accumulated surplus amounting to 369 354 respectively in the 
current year and the understatement of employee related costs amounting to 

R156 698 and trade and other payables amounting to R 369 354 in the prior year, 
accumulated surplus is understated by an amount of R212 656 

31 . The back pay paid during the year was recalculated and a difference of R409 989 was 
identified. This resulted in the understatement of employee cost and salary control 
payable to the amount of R409 989. 

32. The accrual for leave pay was Incorrectly calculated due to incorrect leave days being 
used in the calculation. This resulted in the overstatement of employee cost and leave 
accrual by the amount of R293 469 respectively. 



33, Expenditure transactions identified for repairs and maintenance were recorded against 
the employee related votes in the general ledger. This resulted in the overstatement of 
employee cost and the understatement of repairs and maintenance by the amount of 
R1 224 763 respectively. 

34. Employees were not remunerated according to the salary and wage collective 
agreement in accordance with the provisions of the Labour Relations Act, 1995 made 
and entered into by and between the South African Local government association and 
independent municipal and allied trade union and South African Municipal workers 
union. This resulted in total underpayment of permanent employees by an amount of 
R450 278 and no liability has been raised for the salaries due to the employees in this 
regard. Waged employees were also not remunerated according to the approved daily 
rate. This constitutes non-compliance with the Labour Relations Act. 


Cash and cash equivalents 

35. I was unable to obtain appropriate audit evidence regarding cash and cash equivalents 
amounting to R24 01 1 773 (2011: R13 164 268) as disclosed in note 21 to the financial 
statements recorded to 

(a) Sufficient appropriate audit evidence could not be submitted for debit journal 
entries to the amount of R431 643 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to cash and cash equivalents In the financial statements 
was necessary. 

36. Duplicate expense transactions were recorded In the cashbook resulting in the 
overstatement of expenditure and understatement of cash and cash equivalents to the 
amount of R1 1 363 respectively. 

37. The cash suspense account was Incorrectly classified as cash and bank and not as 
receivables from exchange transactions. This results in cash and bank overstated and 
receivables from exchange transactions being understated by an amount of R241 585 
respectively. 

38. Standards of Generally Recognized Accounting Practice. GRAP 2. Cash Flow 

Statements states that an entity shall for cash and cash equivalents disclosed at the 
end of the reporting period, together with commentary by management, the amount of 
significant_cash and cash equivalent balances held by the entity that are not available 
for use by the economic entity, the amount of undrawn borrowing facilities that may be 
available for future operating activities and to settle capital commitments, indicating 
any restrictions on the use of these facilities, the amount and nature of restricted cash 
balances. 

The following deviations from the disclosure requirements of GRAP 2 were identified: 

(a) No disclosure was made for the extent to which the entity has access to undrawn 
facilities should the need arise in future; 

(b) No disclosure was made for the extent to which there are any restrictions on the 
ability to realize cash balance; 

(c) No disclosure was made for the credit quality of cash and cash equivalents; and 

(d) No disclosure was made for the Whether or not any cash balances have been 
pledged as security for liabilities. 



Commitments 


39. I was unable to obtain sufficient appropriate audit evidence regarding commitments of 
R45 965 438 (2011: R12 239 467) disclosed in note 41 to the financial statements. 

40. Sufficient appropriate audit evidence (certificates of completion with regard 

to commitments) could not be submitted for the capital commitment of the upgrading of 
gravel roads for Douglas, Griekwastad, Campbell and Schmidtsdrift to the amount of 
R20 513 000 (2011: R12 239 467). 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to commitments in the financial statements was necessary 

41 . The disclosure relating to the commitments did not clearly distinguish between 
contracted and not yet contracted commitments. 


Expenditure 

42. I was unable to obtain sufficient appropriate audit evidence regarding operating 
expenditure disclosed as R55 970 872 (2011: R45 855 102) in the statement of 
financial performance. 

(a) Sufficient appropriate audit evidence for expenditure transactions to an amount of 
R2 407 267 (2011; R409 251) were not submitted for audit purposes, 

(b) Sufficient appropriate audit evidence for debit journal entries to an amount of R3 
471 499 and credit journal entries to the amount of R1 764 941were not submitted 
for audit purposes. 

(c) Input VAT was not claimed on all qualifying expenditure and expenditure 
transactions were incorrectly recorded from supporting documentation. This 
resulted in the overstatement of expenditure to the amount of R35 556, 
understatement of taxes and receivables to the amount of R23 187 and R12 369 
respectively. 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to expenditure in the financial statements was necessary 


43. Expenditure transactions Incurred during the year were not recorded in the financial 
records of the municipality. This resulted In the understatement of payables and 
expenditure to the amount of R438 721 respectively (2011: R30 473). 

44. Expenditure amounting to R109 515 incurred for prior year’s services was only 
recorded in the current financial year. This resulted in the understatement of prior year 
payables by the amount of R109 515, prior year expenditure by R96 366 and prior 
year taxes by R1 3 149. Current year’s expenditure and taxes are overstated by R96 
366 and R13 149 respectively and retained earnings understated by R109 515. 

45. Duplicate expenditure transactions were recorded in the financial records of the 
municipality. This resulted in the overstatement of expenditure and taxes to the 
amount of R9 967 and R1 395 respectively. The corresponding account that was over 
or understated could not be determined. 

46. Expenditure transactions incurred for general expenditure were incorrectly classified 
as repairs and maintenance. This resulted in the understatement of general 



expenditure by R1 168 854, and an overstatement of repairs and maintenance by the 
same amount. 


Value added taxes 

47. I was unable to obtain sufficient appropriate audit evidence regarding value added 
taxes as disclosed in note 9 to the financial statements amounting to R1 814 561 
(2011; R1 225 950). 

(a) Sufficient appropriate audit evidence could not be submitted for the differences of 
R2 564 316 identified between the balance as per the VAT reconciliation re- 
performed and the VAT balance as disclosed in note 9 to the financial statements. 

(b) Sufficient appropriate audit evidence could not be submitted for variances 
identified while performing the VAT reasonability tests. Unexplained variances 
amounted to R323 280. 

48. Section 1 0(2) of the VAT act states that Input VAT can be claimed where the goods or 
services concerned are acquired by the vendor wholly for the purpose of consumption, 
use or supply in the course of making taxable supplies. Not all input VAT was claimed 
on qualifying expenses resulting in the VAT receivable being understated by R33 941 
and operating expenditure overstated by the same amount. 

49. Standards of Generally Recognized Accounting Practice GRAP 12, Leases, states 
that: "Minimum lease payments are the payments over the lease term that the lessee 
Is or can be required to make, excluding contingent rent, costs for services and, where 
appropriate, taxes to be paid by and reimbursed to the lessor." Input VAT was 
incorrectly included in the capital amount while calculating the minimum lease 
payments resulting in the overstatement of VAT receivable and the lease liability to the 
amount of R123 457 (2011: R87 126) respectively. 

50. While performing the recalculation of the impairment calculation based on the 
accounting policy a difference amounting to R6 551 346 was identified . Suffiecient 
appropriate audit evidence could not be obtained clarifying the difference. Receivables 
from exchange transaction Is thus overstated by R6 551 346, debt impairment 
understated by R5 832 099 and VAT receivable understated by R719 247. The entity 
did not first assess whether objective evidence of impairment exists individually for 
financial assets that are Individually significant as required in accordance with 
Standard of Generally Recognized Accounting Practice. GRAP 104. 

Irregular Expenditure 

51. I was unable to obtain sufficient appropriate audit evidence regarding irregular 
expenditure amounting to R8 509 893 (2011:R4 320 707) as disclosed in note 39.3 to 
the financial statements.: 

(a) Contracts could not be submitted for all Vodacom, Nashua and other month to 
month leases to the amount of R89 585 (201 1 ; R495 231 ). 

(b) Sufficient appropriate audit evidence could not be submitted for expenditure 
incurred to the amount of R1 714 797 (2011: R17 843 411). I could therefore not 
confirm if the correct procurement process was followed. 

(c) The limitation Imposed by the lack of supporting documentation for the 
procurement of assets and expenditure did not enable me to determine whether 
all irregular expenditure was identified. 

(d) There were insufficient controls to ensure that all irregular expenditure was 
identified, investigated and recorded. 



Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to irregular expenditure In the financial statements was 
necessary 

52. Section 125 (2) (d) of the MFMA states that the notes to the annual financial 
statements of a municipality must disclose the particulars of any material irregular 
expenditures, however expenditure vras identified for which the correct procurement 
process was not followed. These transactions identified were not disclosed as 
irregular expenditure in note 39.3 to the financial statements. This resulted in the 
understatement of irregular expenditure to the amount of R9 682 832 (201 1 : R629 
000 ). 

Unauthorised Expenditure 

53. Expenditure transactions Incurred for repairs and maintenance were incorrectly 
classified as employee cost. This could result in the understatement of unauthorised 
expenditure to the amount of R2 393 617. 

54. Sufficient appropriate audit evidence could not be obtained to confirm the accuracy, 
occurrence, classification and cut-off of the operating expenditure and no assurance 
could be obtained to the amount disclosed as unauthorised expenditure. 

Fruitless and Wasteful expenditure 

55. Section 125 (2) (d) of the MFMA states that the notes to the annual financial 
statements must disclose the particulars of any material fruitless and wasteful 
expenditures, however interest and penalties incurred during the prior year amounting 
to R8 036 were not disclosed as such. 

Trade receivables from exchange transactions 

56. I was unable to obtain sufficient appropriate audit evidence regarding trade receivables 
from exchange transactions amounting to R9 931 327 (2011: R6 681 658) as 
disclosed in note 17 to the financial statements. 

(a) Sufficient appropriate audit evidence for other receivables to the amount of R346 
798 could not be obtained. 

(b) Sufficient appropriate audit evidence for receivables from exchange transactions 
to the amount of R7 641 408 (2011: R778 606) could not be submitted for audit 
purposes. 

(c) Sufficient appropriate audit evidence could not be submitted that the readings of 
all service meters were performed during the year. 

(d) No evidence could be submitted that receivables classified as "locked accounts" 
were assessed for impaired on an individual basis during the year amounting to 
R924 128. 

(e) The existence of debtors to the amount of R7 641 408 could not be confirmed at 
year end, due to a lack of subsequent payments for a period of three months after 
year end. 

Alternative procedures could not be performed. Consequently I was unable to determine 
whether any adjustment relating to trade receivables from exchange transactions in the 
financial statements was necessary 

57. According to the accounting policy for debt Impairment all receivables outstanding for 
more that 90 days should be impaired. This is in contradiction with paragraph 62 of 
GRAP 1 04 as stated above. This might result in incorrect valuation of receivables, The 



impact of the error could not be determined in accordance with Standard of Generally 
Recognised Accounting Practice, GRAP 104, Financial Instruments paragraph 62 
which, states that an entity first assesses whether objective evidence of impairment 
exists individually for financial assets that are individually significant. 

58. Evident from supporting documentation attached to journals entries it was identified that 
incorrect journals were captured resulting in the understatement of trade receivables 
from exchange transactions and accumulated surplus to the amount of R272 241 
respectively. 

59 . The receivable age analysis as per the general ledger differs with the amount as 
disclosed in note 17 to the financiai statements with an amount of R43 815. This 
resulted in the overstatement of trade and other receivables from exchange transactions 
as well as revenue from exchange transactions. 

60. Expenditure transactions recorded did not agree to the supporting documentation 
resulting in the overstatement of expenditure and the understatement of receivables to 
the amount of R12 368 respectively. 

61 . Interest was incorrectly calculated on outstanding receivables, the calculation error 
amounted to R30 961. Thus interest received and receivables from exchange 
transactions are understated by R30 961 respectively. 

62. The cash suspense account was incorrectly classified as cash and bank and not as 
receivables from exchange transactions. This results in overstatement of cash and bank 
and understatement of receivables from exchange transactions by an amount of R241 
585 respectively. 

63. Incorrect rates were used to pay waged employees amounting to a difference of 
R157 658. This result in the overstatement of employee cost and the understatement of 
receivables by that amount respectively. 

64. Standards of Generally Recognized Accounting Practice GRAP 104, Financial 
Instruments states that an entity shall disclose the carrying amount of financial assets it 
has pledged as collateral for liabilities. Paragraph 127 states that an entity shall disclose 
by class of financial instrument information the credit quality of financiai assets that are 
neither past due nor impaired and the carrying amount of financial assets that would 
otherwise be past due or impaired whose terms have been renegotiated. Contrary to 
this the following disclosures were omitted from the financial statements: 

(a) Whether any of the balances have been pledged as security for liabilities: 

(b) The credit quality and methods of determining credit quality were not disclosed; 

(c) whether or not any collateral is held as security for the balances; 

(d) Whether or not any of the balances are past due but not impaired or past due and 
impaired. 

Other receivables from non-exchange transactions 

65. I was unable to obtain sufficient appropriate audit evidence regarding receivables from 
non-exchange transactions amounting to R1 069 565 (2011: R3 040 576) as disclosed 
in note 1 8 to the financial statements. I was unable to determine whether any further 
adjustments were necessary to the amount disclosed due to the total amount as per the 
system as recorded in the rateable reconciliation for the valuation report not agreeing to 
the valuation on the valuation roll from the external valuators. 



66. Standards of Generally Recognized Accounting Practice GRAP 104, Financial 
Instruments states that an entity shall disclose by class of financial instrument 
information the credit quality of financial assets that are neither past due nor impaired 
and the carrying amount of financial assets that would otherwise be past due or 
impaired whose terms have been renegotiated. The disclosure was omitted from the 
financial statements. 

Related parties 

67. I was unable to obtain sufficient appropriate audit evidence regarding related party 
transactions as disclosed in note 48 to the financial statements due to not all financial 
interests of the municipal manager and councilors being disclosed in the financial 
statements. Due to the nature of the general ledger the beneficiary and supplier 
names are not entered into the General Ledger for all transactions resulting 

in limitation of scope to identify related party transactions I could therefore not estimate 
the amount of related party transactions incurred during the year. 

68. Rental charged to related parties were not at a market related price and not disclosed 
in note 48 to the financial statements. The amount of financial loss to the municipality 
is estimated at an amount of R31 418 (2011; R24 950). Related parties are 
understated by these amounts respectively. 

69. IPSAS20, Related Parties, states that an entity shall for Key management personnel 
employed by the entity during the reporting period, disclose the following the 
aggregate remuneration of key management personnel and number of individuals, 
determined on a full time equivalent basis, receiving remuneration within this category, 
showing separately major classes of key management personnel and including a 
description of each class. However, it was noted that the remuneration of councilors is 
not detailed for each individual councilor and but rather as a global amount. 

Employee benefits 

70. Standards of Generally Recognized Accounting Practice GRAP 1 , Presentation of 
financial statements, states that liabilities are present obligations of the entity arising 
from past events, the settlement of which Is expected to result In an outflow from the 
entity of resources embodying economic benefits or service potential. The following 
deviations were noted: 

(a) The accrual for leave payout was incorrectly calculated due to the incorrect leave 
balance being used for certain employees. The leave accrual and employee cost 
are overstated by R293 469 respectively. 

7 1 . Paragraph 1 36 of GRAP 25, Employee Benefits, states that an entity shall for the 
going concern assumption determined at the end of the reporting period, disclose the 
following: 

(a) The amounts for the current annual reporting period and previous four annual 
reporting periods of: 

(i) the present value of the defined benefit obligation, the fair value of the plan 
assets and the surplus or deficit in the plan; and 

(ii) the experience adjustments arising on: 

- the plan liabilities expressed either as (1) an amount or (2) a percentage of 
the plan liabilities at the reporting date; and 

- the plan assets expressed either as (1) an amount or (2) a percentage of the 
plan assets at the reporting date. 

Above required disclosure was omitted from the financial statements. 



Biological Assets 


72. Standards of Generally Recognized Accounting Practice GRAP 101, Agriculture states 
that if not disclosed elsewhere in information published with the financiai statements, 
an entity shaii describe; 

(a) the nature of its activities involving each group of biological assets; and 

(b) non-financial measures or estimates of the physical quantities of: 

(c) each group of the entity’s biological assets at the end of the period; and 

(i) output of agricultural produce during the period.. Paragraph 48 states that an 
entity shall present a reconciliation of changes in the carrying amount of 
biological assets between the beginning and the end of the current period. 
Contrary to this above disclosure was omitted from the financial statements. 

73. Paragraph 42 of GRAP 27, Agriculture states that an entity shall disclose the methods 
and significant assumptions applied in determining the fair value of each group of 
agricultural produce at the point of harvest and each group of biological assets. 
However, the required disclosure was omitted from the financial statements. 

Inventory 

74. Paragraph 47 of GRAP 12. Inventory states that the financial statements shall disclose 
the amount of inventories recognized as an expense during the period. Contrary to this 
above disclosure was omitted from the financial statements. 

Cash flow statement 

75. I was not able to confirm whether the cash flow statement and the related notes were 
fairly stated, due to the material effect on the cash flow statement and related notes of 
scope limitations and identified misstatements as reported in this report. 

Accounting policies 

76. Standards of Generally Recognized Accounting Practice GRAP 1 , Presentation of 
financial statements states that the financial statements shall present fairly the 
financial position, financial performance and cash flows of an entity. Fair presentation 
requires the faithful representation of the effects of transactions, other events and 
conditions in accordance with the definitions and recognition criteria for assets, 
liabilities, revenue and expenses set out in the Framework for the Preparation and 
Presentation of Financial Statements. The application of Standards of GRAP with 
additional disclosures when necessary, is presumed to result in financiai statements 
that achieve a fair presentation. Contrary to this requirement the foliowing were 
identified; 

(a) No disclosure was made regarding the impact of the early adoption of standards 
of GRAP during the year. 

(b) Changes in accounting policies were not disclosed as required by GRAP 3 
Accounting Policies, Changes in Accounting Estimates and Errors. 

Accumulated surplus 

77. A journal entry was incorrectly recorded against the accumulated surplus account 
Instead of recording it against trade receivables from exchange transactions. . This 
resulted in the understatement of accumulated surplus and trade receivables from 
exchange transactions to the amount of R272 242 respectively. 



Disclaimer of opinion 


78. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs, 1 have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, j do not express an 
opinion on the financial statements. 

Emphasis of matters 

79. ! draw attention to the matters below: 


Significant uncertainties 

80. With reference to note 47 and note 4 to the financial statements, the municipality has 
three active landfill sites. The landfill sites are not licensed as required by the National 
Environmental Management: Waste Act. 2008 {Act No. 59 of 2008). The ultimate 
outcome of the matter cannot presently be determined. No provision for any liability 
that may result has been made in the financial statements. 

81 . With reference to note 47 to the financial statements the municipality is ordered by 
SALGBC to pay the applicants for the unfair suspension of specific staff members. The 
municipality is opposing the claim. The ultimate outcome of the claim cannot presently 
be determined. No provision for any liability that may result has been made in the 
financial. 

Restatement of corresponding figures 

82. With reference to note 33 to the financial statements, the corresponding figures for 30 
June 201 1 have been restated as a result of errors discovered during the year ended 
30 June 2012 in the financial statements of the Siyancuma Local Municipality at, and 
for the year ended, 30 June 201 1 . 

Financial sustainability 

83. The financial statements Indicate the existence of a material uncertainty that may cast 
significant doubt on the municipality’s ability to operate as a going concern. The 
following conditions, along with other matters as set forth indicate the existence of a 
material uncertainty: 

(a) The Statement of Financial Performance indicates that the municipality incurred a 
net deficit of R3 388 472 (2011: R12 337 488 surplus) 

(b) With reference to note 19 to the annual financial statements the municipality 
experienced serious difficulties with regard to debt collection. Total Receivables 
from exchange and non-exchange transactions amounting to R41 740 369 (79%:) 
((201 1 : R32 880 51 3) (77%:)) are provided for as doubtful debts. 

(c) With reference to note 17 Total Receivables from exchange transactions 
outstanding for more than 90 days amounted to R43 31 8 832 (91 %) (201 1 • R32 
387 561 (85%)). 

(d) Total Trade and other receivables from non-exchange transactions outstanding for 
more than 90 days amounted to R 4 972 883 (93%) (2011: R3 993 852 (90%). 

84. Owing to management not implementing sufficient controls as well as the extent of 
differences and uncertainties identified during the audit, material irregularities might 



exist at Siyancuma Local Municipality that will not be prevented or identified by the 
system of internal control and that would not have been identified during the audit due 
to the material limitations placed on the scope of the audit. 

Material losses and impairment 

85. With reference to note 39 to the financial statements the municipality suffered 
significant electricity losses of 11 281 375 kWh {40,76% lost during distribution) with a 
value that could not be determined. 

86. With reference to note 17 to the financial statements, a significant provision for the 
impairment of trade receivables from exchange transactions was created which 
constitutes 79% (2011:77%)) of the total trade receivable from exchange transactions 
balances. 

87. With reference to note 1 8 to the financial statements, a significant provision for the 
impairment of trade receivables from non-exchange transactions was created which 
constitutes 80% (201 1 : 32%) of the total trade receivable from non-exchange 
transactions balances. 

Material under spending of the budget 

88. With reference to note 38 of the financial statements the municipality has materially 
under spent the budget. At the date of this report, under spending on operating 
expenditure amounted to R14 960 574 and R21 716 998 for capital expenditure. No 
satisfactory explanation was provided for the under spending, 

Unauthorised expenditure 

89. As disclosed in note 39. 1 to the financial statement, unauthorized expenditure for the 
year amounting to R1 1 244 1 83 ()to the amount of R24 535 894 () was incurred due to 
over expenditure of the votes. 

Additional Matters 

90. I draw attention to the matter below: 

Material inconsistencies in other information included in the annual report 

91 . The annual report had not been received at the date of this report; as a result, a 

conclusion could not be drawn on the consistency between the financial statements 
and the audit report with other information Included in the annual report. 


Unaudited supplementary schedules 

92. The supplementary information set out on pages 62 to 73 does not form part of the 
financial statements and is presented as additional Information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

93. in accordance with the PAA and the General Notice issued In terms thereof, ! report 
the following findings relevant to performance against predetermined objectives, 



compliance with laws and regulations and internal control, but not for the purpose of 
expressing an opinion. 

Predetermined objectives 

94. I performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages xx to xx of the 
annual report. 

95. The reported performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefulness of information in the annual 
performance report relates to whether it is presented in accordance with the National 
Treasury's annual reporting principles and whether the reported performance is 
consistent with the planned objectives. The usefulness of information further relates to 
whether indicators and targets are measureable and relevant as required by the 
National Treasury Framework for managing performance information. 

96. The reliability of the information in respect of the selected objectives Is assessed to 
determine whether it adequately reflects the facts. 

97. The material findings are as follows; 


Usefulness of Information 

98. Section 46 of the Municipal Systems Act (MSA) requires the disclosure of measures 
taken to improve performance in the annual performance report where planned targets 
were not achieved. Adequate and reliable corroborating evidence could not be 
provided for all measures taken to improve performance as disclosed in the annual 
performance report. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the validity, accuracy and completeness of the 
measures taken to improve performance. 

99. Section 41 (c) of the MSA requires that the integrated development plan should form 
the basis for the annual report, therefore requiring the consistency of objectives, 
indicators and targets between planning and reporting documents. None of the ' 
reported indicators are consistent with the indicators as per the approved integrated 
development plan. 

100. The National Treasury Framework for managing programme performance information 
(FMPPI) requires that the time period or deadline for delivery be specified. All of the 
targets were not time bound in specifying a time period or deadline for deiivery, This 
was due to the fact that management was not aware of the requirements of the 
FMPPI. 

101. The FMPPI requires that indicators should have clear unambiguous data definitions so 

that data is collected consistently and Is easy to understand and use. A total of 65% of 
the indicators were not well defined in that clear, unambiguous data definitions were 
not available to allow for data to be collected consistently. This was due to the fact that 
management was not aware of the requirements of the FMPPI. 

1 02. Because of the significance of the matters described in the basis for disclaimer 
conclusions paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for a conclusion. Accordingly ! do not express a conclusion 
on the usefulness of the predetermined objectives report 



Compliance with laws and regulations 


1 03. i performed procedures to obtain evidence that the entity has complied with applicable 
laws and regulations regarding financial matters, financial management and other 
related matters. My findings on material non-compliance with specific matters in key 
applicable laws and regulations as set out in the Genera/ Notice issued in terms of the 
PAA are as follows: 

Strategic Planning and Performance Management 

104. The municipal council did not consult with the local community in the drafting and 
implementation of the municipality's Integrated Development Plan (IDP), as required 
by section 28 of the MSA and Municipal planning and performance management 
regulation 15(1)(a)(i). 

105. The municipality did not afford the local community at least 21 days to comment on the 
final draft of its integrated development plan before the plan was submitted to council 
for adoption, as required by regulation 15(3) of the Municipal planning and 
performance management regulations. 

106. The municipality did not give effect to its integrated development plan and conduct its 
affairs in a manner which was consistent with its integrated development plan, as 
required by section 36 of the Municipal Systems Act and Municipal planning and 
performance management regulation 6. 

107. The municipality did not establish mechanisms to monitor and review its performance 
management system, as required by section 40 of the Municipal Systems Act. 

108. The municipality did not set appropriate key performance indicators as a yardstick for 
measuring performance, including outcomes and impact, with regard to the 
municipality's development priorities and objectives set out in its integrated 
development plan. 

109. The municipality did not set measurable performance targets with regard to each 
development priority and objective. 

110. The municipality did not measure and review performance at least once per year, with 
regard to each of those development priorities and objectives and against the key 
performance indicators and targets set. 

111. The municipality did not monitor performance, with regard to each of those 
development priorities and objectives and against the key performance indicators and 
targets set. 

112. The municipality did not take steps to improve performance with regard to those 
development priorities and objectives where performance targets are not met as 
required by section 41 of the MSA. 

Budgets 

113. Expenditure was incurred in excess of the limits of the amounts provided for in the 
votes of the approved budget, in contravention of section 15 and 87(8) of the MFMA. 



1 1 4. Quarterly reports were not submitted to the council on the implementation of the 
budget and financial state of affairs of the municipality within 30 days after the end of 
each quarter, as required by section 52(d) of the MFMA. 

1 1 5. Revisions to the service delivery and budget implementation plan were not approved 
by the council after the approval of the adjustments budget, as required by section 
54(1 )( c) of the MFMA. 

1 16. Sufficient appropriate audit evidence could not be obtained that monthly budget 
statements were submitted to the mayor , as required by section 71 (1 ) of the MFMA. 

117. The accounting officer did not assess the first half of the financial year performance of 
the municipality, as required by section 72(1) and 72(1)(a){il) of the MFMA. 


Annual financial statements, performance and annual report 

118. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. ( 

1 19. Material misstatements identified by the auditors in the submitted financial statements 
were not adequately corrected and the supporting records could not be provided 
subsequently, which resulted in the financial statements receiving a disclaimed audit 
opinion. 

120. The 2010/201 1 annual report was not tabled to the municipal council within seven 
months after the end of the financial year, as required by section 127(2) of the MFMA. 

121. A written explanation was not submitted to council setting out the reasons for the delay 
in the tabling of the 2010/201 1 annual report to the council, as required by section 
127(3) of the MFMA. 

122. The accounting officer did not make the 2010/2011 annual report public immediately 

after the annual report was tabled in the council, as required by section 127(5)fa) of 
the MFMA. ^ ^ 

123. The municipal council did not adopt an oversight report, containing comments on the 
annual report, within two months from the date on which the 201 0/201 1 annual report 
was tabled, as required by section 129(1) of the MFMA. 

124. The accounting officer did not make public the council's oversight report on the 
2010/11 annual report within seven days of its adoption, as required by section 129(3) 
of the MFMA. 

125. The annual performance report for the year under review does not include a 
comparison of the performance with set targets as well as a comparison with the 
previous financial year and measures taken to improve performance, as required by 
section 46 (1)(a), (b) and (c) of the MSA. 

126. The annual performance report for the year under review does not include the 
performance of the municipality. 



Audit committee 


127 . The audit committee did not advise the council or accounting officer on matters relating 
to accounting policies, performance management and perfonnance evaluation as 
required by section 166(2){a) of the MFMA. 

128. The audit committee did not advise the council or accounting officer and the 
management staff on matters relating to compliance with the MFMA, DoRA and other 
applicable legislation, as required by section 166(2)(a)(vii) of the MFMA. 

129. The audit committee did not review the annual financial statements to provide the 
council with an authoritative and credible view of the financial position of the entity, its 
efficiency and effectiveness and its overall level of compliance with the MFMA, DoRA 
and other applicable legislation, as required by section 166{2)(b) of the MFMA. 

130. The audit committee did not respond to the council on the issues raised in the audit 
reports of the Auditor-General, as required by section 166(2)(c) of the MFMA. 

131. The audit committee did not meet at least four times a year, as required by section 
166(4)(b) of the MFMA. 

1 32. A performance audit committee was not in place and the audit committee established 
in terms of MFMA section 166(1) was not used for this function as required by 
Municipal Planning and Performance Management Regulation 14(2)(a). 

Internal audit 

1 33. The internal audit unit did not report to the audit committee on matters relating to 
compliance with the MFMA, the DoRA and other applicable legislation, as required by 
section 165(2)(b) of the MFMA. 

134. The internal audit unit did not assess whether the performance management system 
complied with the requirements of the MSA and the extent to which the performance 
measurements were reliable in measuring the performance of the municipality on key 
and general performance indicators, as required by Municipal Planning and 
Performance Management Regulation 14(1)(b)(ii) and (iii). 

135. The internal audit unit did not audit the performance measurements on a continuous 
basis or submit quarterly reports on their audits to the municipal manager and the 
performance audit committee, as required by Municipal Planning and Performance 
Management Regulation 14(1)(c). 

Procurement and contract management 

136. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations as required by Supply Chain Management 
(SCM) regulation 17(a) and (c). 

137. Goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by SCM regulation 19(a). 

138. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an 
unbiased manner that allowed all potential suppliers to offer their goods or services, as 
per required by SCM regulation 27(2)(a). 



139. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials 
of the municipality as required by SCM regulation 27(3). 

140. Sufficient appropriate audit evidence could not be obtained that invitations for 
competitive bidding were advertised for a required minimum period of days, as 
required by SCM regulation 22(1) & 22(2). 

141 . Sufficient appropriate audit evidence could not be obtained that bids were evaluated 
by bid evaluation committees which were composed of officials from the departments 
requiring the goods or services and at least one SCM practitioner of the municipality as 
required by SCM regulation 28(2). 

142. Contracts and quotations were awarded to bidders based on points given for criteria 
that differed from those stipulated in the original invitation for bidding and quotations, in 
contravention of SCM Regulations 21(b) and 28(1)(a) and the Preferential 
Procurement Regulations (PPR).. 

143. The preference point system was not applied in all procurement of goods and services 
above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act (PPPFA) and SCM regulation 28(1)(a).. 

144. Contracts and quotations were awarded to bidders based on preference points that 
were not allocated and calculated in accordance with the requirements of the PPPFA 
and its regulations. 

145. Contracts were extended and modified without tabling the reasons for the proposed 
amendment in the council of the municipality, as required by section 1 1 6(3) of the 
MFMA. 

146. Contracts were extended or modified without the approval of a properly delegated 
official, as required by SCM Regulation 5. 

147. Contracts and quotations were awarded to providers whose tax matters had not been 
declared by the South African Revenue Service (SARS) to be in order, as required by 
SCM regulation 43. 

148. Contracts [and quotations] were awarded to bidders who did not submit a declaration 
on whether they are employed by the state or connected to any person employed by 
the state, as required by SCM regulation 13(c). 

149. Persons in the service of the municipality who had a private or business interest in 
contracts awarded by the municipality failed to disclose such interest, as required by 
SCM regulation 46(2)(e) and the code of conduct for councillors issued in terms of the 
MSA. 

1 50. Persons in service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such 
interest, as required by SCM regulation 46(2)(e) 

1 51 . Sufficient appropriate audit evidence could not be obtained that all contracts and 
quotations were awarded in accordance with the legislative requirements and a 
procurement process which is fair, equitable, transparent and competitive. 



Expenditure management 


152. An adequate management, accounting and information system was not in place which 
recognized expenditure when it was incurred, accounted for creditors and for 
payments made, as required by section 65{2){b) and 99(2)(c) of the Municipal Finance 
Management Act. 

153. The accounting officer did not take effective steps to prevent unauthorized, irregular 
and fruitless and wasteful expenditure, as required by section 62(1 )(d) of the Municipal 
Finance Management Act. 

154. The accounting officer did not take effective steps to prevent irregular and fruitless and 
wasteful expenditure, as required by section 95(d) of the Municipal Finance 
Management Act. 

155. Unauthorized, irregular and fruitless and wasteful expenditure was not recovered from 
the liable person, as required by section 32(2) of the Municipal Finance Management 
Act. 

1 56. Money owing by the municipality was not always paid within 30 days of receiving an 
invoice or statement, as required by section 65(2)(e) and 99(2)(b) of the MFMA. 

Conditional grants received 

1 57. The allocations for Schedule 4 and Schedule 6 allocations were utilized for purposes 
other than those stipulated in the grant framework in contravention of section 1 5( 1 ) of 
the DoRA. 

158. The municipality did not submit a draft performance framework submitted by 30 March 
201 1 , the final approved performance framework by 07 June 201 1 , the Human 
Settlement and built environment performance framework, proof that the performance 
framework and the performance targets have been ratified by a municipal council 
resolution prior to receipt of its first installment of the grant allocation, as required by 
the Division of Revenue Grant Framework, Gazette No. 34280. 

1 59. The municipality did not comply with the preparations for next financial year and 
2013/14 financial year as required by section 26 of the DoRA in that: 

(a) provincial allocations/projects to be funded from the allocations for the next 
financial year and the 201 3/14 financial year were not submitted to the national 
transferring officer. 

(b) the final allocations were not submitted to the National Treasury by 7 December 
2011 . 


160. Sufficient appropriate audit evidence could not be obtained that the allocations for 
Department of Minerals and Energy-, learner ship De Aar and Brick making-, project- 

. library- and Northern Cape of Sports and Culture grants were not utilized for purposes 
other than those stipulated In the grant framework in contravention of section 1 5( 1 ) of 
the DoRA. 

161. The municipality did not comply with the preparations for next financial year and 
2013/14 financial year as required by section 26 of the DoRA in that: 



(a) provincial ailocations/projects to be funded from the allocations for the next 
financial year and the 2013/14 financial year were not submitted to the national 
transferring officer. 

(b) the final allocations were not submitted to the National Treasury by 7 December 
2011 . 

162. The municipality did not comply with the preparations for the next financial year and 
2013/14 financial year as required by section 26 of the Division of Revenue Act. 

163. Sufficient appropriate audit evidence could not be obtained for the allocation of grant 
conditions. 

Revenue management 

164. An adequate management, accounting and information system was not in place which 
recognized revenue when it was earned for receipts of revenue, as required by section 
64(2)(e) oftheMFMA. 

165. Revenue received was not always reconciled on a weekly basis, as required by 
section 64(2)(h) and 98(a) of the Municipal Finance Management Act. 

Asset management and liability management 

166. An adequate management, accounting and Information system which accounts for 
assets was not in place, as required by section 63(2)(a) and 96(2)(a) of the MFMA.. 

167. Long-term debt was incurred without a resolution of the municipai council approving 
the debt agreement, in contravention of section 46(2). sections 46(2), 108(1)(b) and 
108(2) OftheMFMA, 

Human resource management 

168. The competencies of financial and supply chain management officials were not 
assessed promptly in order to Identify and address gaps in competency levels as 
required by the Municipal Regulations on Minimum Competency Levels regulation 13. 

169. The municipality did not submit a report on compliance with prescribed competency 
levels to the National Treasury and relevant provincial treasury as required by the 
Regulations on Minimum Competency Levels reg14(2)(a). 

170. The annual report of the municipality did not reflect information on compliance with 
prescribed minimum competencies as required by the Regulations on Minimum 
Competency Levels reg14(2)(b). 

171. The municipal manager and senior managers directly accountable to the municipal 
manager did not sign performance agreements, as required by section 57(2)(a) 
Municipal Systems Act. 



Internal control 


172. I considered internal control relevant to my audit of the financial statements. 

performance evaluation report and compliance with iaws and regulations. The matters 
reported below under the fundamentals of Internal control are limited to the significant 
deficiencies that resulted in the basis for disclaimer of opinion, 


Leadership 

173. Management did not exercise oversight responsibility regarding financial and 
performance reporting and compliance as well as related internal controls. 

174. Management did not implement effective human resource management to ensure that 
adequate and sufficiently skilled resources were in place and that performance was 
monitored. 

175. Management did not establish and communicate approved policies and procedures to 
enable and support the understanding and execution of internal control objectives, 
processes and responsibilities. 

176. Management did not develop and monitor the Implementation of action plans to 
address internal control deficiencies. 

177. Management did not establish an information technology governance framework that 
supported and enabled the business, delivered value and Improved performance. 

Financial and performance management 

1 78. Management did not implement proper record keeping in a timely manner to ensure 
that complete, relevant and accurate information was accessible and available to 
support financial and performance reporting. 

1 79. Management did not implement controls over daily and monthly processing and 
reconciling of transactions. 

1 80. Management did not prepare regular, accurate and complete financial and 
performance reports that were supported and evidenced by reliable information. 

181. Management did not review and monitor compliance with applicable laws and 
regulations. 

1 82. Management did not design and implement formal controls over IT systems to ensure 
the reliability of the systems and the availability, accuracy and protection of 
information. 



Governance 


183. Management did not ensure that there was an adequately resourced and functioning 
internal audit unit that identified internal control deficiencies and recommended 
corrective action effectively 

1 84. Management did not ensure that the audit committee promoted accountability and 
service delivery through evaluating and monitoring responses to risks and providing 
oversight over the effectiveness of the internal control environment, including financial 
and performance reporting and compliance with laws and regulations, 

RtuUlp^-'Qerm^xJ' 

Kimberley 

30 November 2012 
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